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INTRODUCTION

Please state your name and business address.

My name is Peter C. Young, and my business address is 220 South King Street,
Suite 1201, Honolulu, Hawaii, 96813.

What is your present position with the Company?

I am the Director of Pricing Division, Energy Services Department, Hawaiian
Electric Company, Inc. My experience and educational background are listed in
HECO-2000.

Have you testified before the Commission in prior Company proceedings?
Yes. Ihave appeared as the Company’s witness on test-year revenues, rate
design, and cost-of-service study in several prior rate proceedings listed in
HECO-2000.

What is your area responsibility in this proceeding?

My testimony will discuss HECO’s cost-of-service studies, proposed rates, and

proposed changes to the Company’s rules.

COST-OF-SERVICE STUDIES

What is a cost-of-service study?

A cost-of-service study is a tool used to determine the cost responsibility of the
different rate classes served by HECO for ratemaking purposes. Two types of
cost studies were prepared for this proceeding, one based on embedded or
accounting costs, and the other is based on marginal costs. Although both studies
reflect the costs of providing service, the procedure and emphasis of each of these
two studies are different.

What is the difference between an Embedded Cost-of-Service Study and a
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Marginal Cost Study?

An Embedded Cost-of-Service Study (simply referred to as a cost-of-service
study) is a process used to categorize and allocate the total utility costs of
providing service (the utility’s total revenue requirements) to the various rate
classes in order to determine each class’s costs responsibility. In contrast, a
Marginal Cost Study determines the change in the utility’s costs of providing
service due to a unit change in kilowatts (“kW”), kilowatthours (“kWh*), or

number of customers served by the utility.

|

RESULTS OF THE EMBEDDED COST-OF-SERVICE STUDY

What costs are included in the cost-of-service study?

The cost-of-service study is based on embedded or accounting costs, and includes

all the costs incurred in providing electric service to customers. It includes the

test-year estimates of operation and maintenance expenses, depreciation expenses,

taxes, plant costs, and return on capital.

How are the results of the cost-of-service study presented?

The summary exhibits separately compare the results at present rates, which are

the base rates approved in HECO’s 1995 test year case, and the results at current

effective rates, which are the same base rates plus the interim rate increase

approved in HECO’s 2005 test year case, with the results at proposed rates.

What are the results of the cost-of-service study?

The results of the cost-of-service study are summarized in the following exhibits:
1.  HECO-2001 compares the classes’ revenues and rates of return at present

rates and current effective rates versus the classes’ revenue and rates of

return at proposed rates;
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2. HECO-2002 provides the determination of the classes’ rates of return at
present rates, current effective rates; and proposed rates;

3. HECO-2003 show summaries of the proposed allocation of rate increase
by rate class, from both present rates and current effective rates;

4. HECO-2004 show summaries of the classes’ revenue requirements
differences at equal rates of return at both present rates and current
effective rates;

5. HECO-2005 shows summaries of the classes’ proposed revenue
requirements and rates of return;

6. HECO-2006 is a summary of the classes’ functionalized sales revenue
requirements at proposed rates;

7. HECO-2007 is a summary of the classes’ unit functionalized sales
revenue requirements at proposed rates;

8. HECO-2008 is a summary of the classes’ functionalized sales revenue
requirements at equal rates of return; and

9. HECO-2009 is a summary of the classes’ unit functionalized sales
revenue requirements at equal rates of return.

Please discuss the classes’ revenues and rates of return presented in HECO-2001.
HECO-2001 shows that the total operating revenues at present rates and at
proposed rates are $1,350,277,000 and $1,501,782,800, respectively, which
reflects a total proposed increase of $151,505,800, or 11.22%. Total operating
revenues at current effective rates, which are the present rates plus the interim rate
increase approved in Docket No. 04-0113, are $1,402,226,100, which requires an
increase of $99,556,700 to attain the total operating revenues at proposed rates.

What are the differences between the class rates of return at present rates, current
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effective rates, and at proposed rates?

The results of operation for test-year 2007 show a system rate of return on rate
base of 1.98% at present rates and 4.36% at current effective rates, as shown in
HECO-ZOOI.‘

Under the proposed rates, the system rate of return is 8.92% and the classes’ rates
of return range from 3.67% for Schedule F to 12.12% for Schedule J. Schedule
PS provides the second highest rate of return of 11.67% under the proposed rates,
followed by Schedule PP and Schedule PT with 11.50% and 10.59%, respectively.
These are summarized in HECO-2001, page 2. ,

Please describe how the proposed allocation of the revenue increase among the
rate classes was determined.

The proposed allocation of the revenue increase among the rate classes is
summarized in HECO-2003, and is based on assigning an across the board
increase of 7.06% to all the rate classes from current effective rates. The
assignment of the same percent rate increase to all the rate classes is discussed in
HECO T-1.

Please discuss the required class revenue requirements at equal rates of return
presented in HECO-2004.

The classes’ revenue requirements that result in the class rates of return equal to
the system rate of return are generally referred to as the classes’ full cost-of-
service. The proposed total revenue requirements of $1,501,782,800 result in the
proposed system rate of return on rate base of 8.92%. HECO-2004 provides a
summary of the classes’ revenue requirements and rate increase that would result
with each class providing the same 8.92% rate of return on rate base. For

instance, Schedule R’s revenue requirement at 8.92% rate of return is
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$493,506,000, which would require a 13.98% rate increase over current effective

rates for Schedule R. A summary comparison of the classes’ revenue

requirements and rates of return at present rates (page 1) and current effective
rates (page 2), at proposed rates, and at the classes’ full cost-of-service is provided

in HECO-2005.

EMBEDDED COST-OF-SERVICE STUDY METHODOLOGY
How is the embedded cost-of-service study developed?
The cost-of-service study involves three major steps in determining the classes’
cost responsibility, namely:
1. Functionalization of costs and rate base items into the major operating
functions of production, transmission, and distribution.
2. Classification of the functionalized costs into the three cost components
of energy-related costs, demand-related costs, and customer-related costs.
3. Allocation of the costs components to the different rate classes.
Each of these three steps involves detailed analysis to develop the appropriate

bases and factors for classifying and allocating costs.

FUNCTIONALIZATION OF COSTS
Can you briefly explain the process of functionalizing costs?
The functionalization process categorizes the different costs and rate base items
into the major operating functions of (a) production, (b) transmission, and (c)
distribution. This process enables the identification of the utility facilities and/or
services that are provided to serve particular rate classes and thereby facilitate the

assignment of costs.
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What costs are included in each operating fu;;nction?
The costs included in each operating function are:

1. Production function costs include all costs associated with generating
power including fuel costs and purchased power expense.

2. Transmission function costs include all costs associated with transferring
power from power plants to substations or between switching sfations at
transmission voltage levels.

3. Distribution function costs include all costs associated with delivering
power from the transmission voltage levels through the distribution
system to the customer, and connecting the customers to the system. The
distribution function is further categorized into the sub-functions of (a)
substations, (b) primary lines, (c) secondary lines, (d) transformers, (€)
service drops, (f) meters, (g) customer accounting, and (h) customer
services. The sub-functionalization facilitates the allocation of the costs
of these facilities and services to the different rate classes.

How are the costs broken down into these functions and sub-functions?
HECO records costs using the NARUC Uniform System of Accounts, which
directly assigns some cost items to these functional categories. The costs
associated with plant-in-service and most of the operation and maintenance
expenses can be readily functionalized by account number analysis. Some costs,
such as those related to general plant, administrative and general expenses, taxes,
and return on capital, are not recorded by functional accounts and are not directly
assigned to the major functions. These general type costs are categorized into the
three major functions by analysis of their characteristics or by using an appropriate

functionalization base. The breakdown of the distribution function costs into the
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primary and secondary voltage sub-functions is based on HECO’s recorded

distribution facilities costs from 1985-2003, where available.

CLASSIFICATION OF COSTS

Please describe the second step of the study, the classification of costs.

In the classification process, each of the functionalized costs and rate base items
are then classified into each of the three costs components: (a) energy-related,

(b) demand-related, and (c) customer-related. This process further categorizes the
costs based on what causes them to be incurred to facilitate their allocation to the
various rate classes based on measurable service characteristics, such as
kilowatthour consumption, kilowatt demand, and number or type of customers
connected to the system.

What costs are included in each of the three costs components?

The costs included in each of the three costs components are:

1. Energy-related costs include those costs that are incurred to produce the
kilowatthour energy (kWh) used by the customers such as fuel and
purchase power costs. These costs vary with the volume of kWh
generated by the system.

2. Demand-related costs include those costs that are incurred to serve the
customers’ kilowatt demand (kW) on the utility system. The capacity
size of the plant facilities is determined by the customers’ kW demand on
the system.

3. Customer-related costs include those costs that are incurred in order to
connect the customers to the system, bill them, and maintain their service

accounts, regardless of their energy consumption (kWh) or demand (kW)
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on the system. These costs are related to the number and type of

customers, and consist of plant-related and service-related customer costs.

The plant-related customer costs are the customer cost component of the

distljibution lines and distribution transformers costs, and the costs of

service drops and meters. The service-related customer costs are the
costs of meter reading, customer billing and accounting, and customer
service related expenses.
How are those costs that are not directly related to kWh, kW, and/or number and
type of customers, categorized to the three cost components? \
Some costs, such as taxes, are related to revenues or payroll rather than to kWh,
kW, or number of customers. Revenue-related costs are directly allocated to the
various rate classes based on the revenues generated from each rate class, or on
the basis of the allocated O&M labor expense.
Please describe how each functionalized cost is classified into the three costs
components?
The classification of each functionalized cost is based on the NARUC Electric
Utility Cost Allocation Manual dated January 1992. Following the NARUC cost
classification rationale, the production function costs are classified to demand and
energy components. The energy components primarily include the fuel-related
expense and the energy component of the purchased power expense.

The transmission function costs are classified to demand components
since the transmission systems are generally sized to meet the maximum kW loads
on the system.

The distribution function costs are classified to demand and customer

components. Some distribution facilities or equipment, such as the service drops
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and meters, are required to connect and serve the customers regardless of their kW

- demand, and are therefore appropriately classified to customer components.

Distribution substations are normally classified as demand-related, because these
facilities are normally built to serve particular load sizes and are not affected by
the number of customers to be served. The distribution lines and transformers are
assigned to demand and customer components, since the size and cost of these
facilities are dependent not only on the customers’ load, but also on the type and
location of the customers.

How is the customer component of the distribution lines and transformers
determined?

The customer component of the distribution lines and transformers is that portion
of costs which varies with the number and location of customers. Following the
NARUC cost allocation manual, HECO has used the Minimum Size Method to
allocate these costs to customer-related and demand-related components.

Please briefly describe the Minimum Size Method.

The Minimum Size Method assumes that a minimum size distribution system can
be built to serve the customers’ minimum service requirements. The cost of the
minimum size facility, such as the minimum size pole, conductors, and
transformers installed by the utility is classified as the customer-related
component of these facilities. The demand-related component is the difference
between the total costs of these facilities and the customer-related component.
Did HECO perform a minimum size method analysis for the cost-of-service
study?

HECO prepared a minimum size method analysis for use in the cost-of-service

study in the 2005 test year case. The results of that minimum size method
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analysis are used in the cost-of-service study in this case as well.

ALLOCATION OF COSTS

How is each of the three costs components allocated to the different rate classes?
After each cost function has been assigned to the three costs components, each
cost component is then allocated to the different rate classes based on tﬁe
causative service variable. For instance, the energy-related cost component varies
with the kWh generated by the utility, and is therefore allocated to the different
rate classes based on the classes’ kWh consumption. The demand-related cost
component varies with kW load, and is allocated to the different rate classes based
on the classes kW demand. The customer-related cost component is determined
by the number and/or type of customers, and is therefore allocated to the different
rate classes based on the number of customers in each rate class, weighted to
reflect the differences in various customer-related services and/or activities. The
weighting factors reflect differences in service phase, service voltage, metering
requirements, and complexity of meter reading, billing, and accounting services.

A summary of the allocation factors for the three costs components is
provided in HECO-2010.
Please explain how the energy allocation factors used to allocate the energy-
related costs were derived?
The energy allocation factors are based on the test-year kWh sales forecasts for
each rate class, and adjusted for line losses. These line losses are added to the
kWh sales since HECO’s fuel and purchased energy costs are related to the energy

input to the system. The determination of the classes’ kWh usage including line

losses, used in the determination of the energy allocation factors, is provided in
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HECO-2011.

How were the demand allocation factors, used to allocate the demand-related

costs, derived?

The demand-related cost component is related to the kW demand served by the
system, and is therefore allocated on the basis of the customers’ kW load. Unlike
the allocation of the energy-related and customer-related costs, there are different
methods of allocating demand costs. The three main demand cost allocation
methods are the: (a) Average-Excess Demand Method (AED Method), (b) Peak
Responsibility Method (PR Method), and (c) Non-Coincident Demand Method
(NCD Method). All other methods are simply variations or combinations of these
three major demand cost allocation methods.

What are the differences between these three methods?

Each demand cost allocation method is based on different premises as to the
primary determinant of the demand-related cost that determines how customer
classes contribute to the utility’s demand costs.

The AED Method assumes that the utility system capacity requirement is
determined not only by the maximum kW demand but also by other factors such
as the system load factor and demand diversity factor. It considers both the kW
load and the kWh energy consumption in allocating the demand costs. This
method allocates the demand costs on the basis of each class’s average demand
(kWh Consumption + No. of Hours) weighted by the system load factor, and the
class’s excess demand (Class Peak Demand — Average Demand) weighted by
1 minus the system load factor.

The PR Method assumes that the utility system capacity requirement is

determined by the system peak load. This method allocates the demand cost on
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the basis of each class’ contribution to the syétem peak.

The NCD Method assumes that each customer class, if served
independently, will require facilities that would meet the class’ maximum
demand. It therefore allocates the demand costs based on the classes’ maximum
demands or class non-coincident peaks during the year regardless of when they
occur. |
What demand cost allocation method did HECO use in its cost-of-service study
for this proceeding?

As in Docket No. 04-0113, test year 2005, HECO used the AED method to
allocate the production and transmission demand costs, and the NCD method to
allocate the distribution demand costs. These methods have been used in the
Company’s prior rate cases (including HELCO’s and MECQ’s), and have been
found reasonable and approved by the Commission.

Why did HECO use the AED Method to allocate the production and transmission
demand costs?

The AED Method considers several factors in allocating demand costs and results
in relatively more stable results, unlike the other two major demand costs
allocation methods, which consider only one demand parameter in allocating
demand costs. The AED Method considers the classes’ demand requirements,
energy consumption, and system load factor in allocating the demand costs.
Given HECO’s system load profile with low seasonality and broad peak periods,
the AED Method has proven to be reasonable for HECO.

Why did HECO use the NCD Method to allocate the distribution demand costs?
HECO used the NCD Method to allocate the distribution demand costs because

the distribution facilities are sized to serve the maximum diversified demand at
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these service levels regardless of the system peak load.

- What load data did you use to develop the allocation factors used in the cost-of-

service study.

The allocation factors used in the cost-of-service study are based on the results of
HECO’s 2003 Class Load Study. These results were also used to develop
allocation factors for the cost-of-service study in Docket No. 04-0113, HECO’s
2005 test year rate case. The class load study is based on a total sample of 486
customers across all rate classes, except Schedule F. The study collected

15-minute load data from the selected sample for the entire calendar year 2003.

MARGINAL COST STUDY

What are the results of the Marginal Cost Study?

HECO prepared a marginal cost study for Docket No. 04-0113, test year 2005.
The marginal demand costs and marginal customer-related costs from that study
are repeated in this docket. The marginal demand costs and marginal customer-
related costs are compared against the average unit embedded costs at equal rates
of return in HECO-2012. The marginal energy costs were revised for changes in
the estimated hourly running costs for the five-year period from 2007 to 2011,
from the production simulation model. The model simulates the system
generation with expected loads and expected resources including power purchases
from independent producers, and expected plant maintenance and fuel prices. The
hourly running costs are then aggregated by time-of-use rating periods, converted
to 2007 dollars, and then adjusted to include variable operations & maintenance,
administrative & general loadings, revenue requirements for the incremental fuel

stock and working cash, and marginal energy line losses. A summary of the
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estimated marginal energy costs by voltage level and by time-of-use rating period

for each year from 2007 to 2011 is presented in HECO-2013.

RATE DESIGN AND PROPOSED RATES

What is rate design?

Rate design is the conversion or translation of the Company’s proposed ‘revenue

requirements for each rate class into pricing structure to collect HECO’s required

revenues to cover its total costs of providing service.

What factors does the Company consider in designing the proposed rates?

HECO typically considers the following factors in developing the proposed rates:
1. production of the Company’s test-year revenue requirements;

classes’ cost of service;

revenue stability;

rate stability and rate continuity;

impact on customers;

customer choice;

provide fair and equitable rates;

simplicity, ease of understanding, and ease of implementation; and

 ® N LA LD

encourage customer load management.

In general, changes to HECO’s rates are aimed at aligning the rate
elements closer to the cost components, minimizing intra-class subsidy, and
moving closer to more efficient pricing that provides more accurate price signals.
How did HECO develop the rate design proposed in this case?

HECO’s proposed rate design in this case is the same as proposed in rebuttal

testimony in HECO’s 2005 test year case, except for specific differences in
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Schedule G, Schedule H, Schedule PP, and Rider I, as discussed below. In

addition, HECO proposes an inclining rate block structure in Schedule R, similar

in structure to HELCO’s proposal in Docket No. 05-0315. The proposed
customer charges and minimum charges are the same as provided in HECO’s
settlement agreement with the Consumer Advocate and the Department of

Defense (“DOD”) in September 2005 in the test year 2005 rate case. Proposed

- demand charges for the commercial rate classes are designed to recover a higher

percentage of demand costs than in the past, approximately 50% of demand costs
in proposed Schedule J and Schedule H, and approximately 67% of demand costs
in the first demand charge tier for Schedules PS, Schedule PP, and Schedule PT.
The demand charge difference in the tiers at proposed rates will repeat the existing
$0.50 per kWb and $1.50 per kWb differences at the existing rates. The proposed
adjustments for supply voltage delivery for Schedule G, Schedule J, Schedule F,
and Schedule U are based on a test year 2007 analysis performed by the
Transmission Planning division. Finally, energy charges are adjusted to achieve
the proposed revenue by rate class. In the case of Schedule J, Schedule PS,
Schedule PP, and Schedule PT, each energy charge tier is proposed to be adjusted
by approximately the same amount in cents per kWh.

Are there settlement issues from the test year 2005 rate case that impact the rate
design?

There are three settlement issues from the test year 2005 rate case that have
impacted the proposed rate design: a) Schedule H rate design, b) Power Factor
rate design, and c) Schedule PS, PP, PT rate design.

What is the issue regarding Schedule H rate design?

The Consumer Advocate (“CA”), DOD and HECO agreed in settlement in the test
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year 2005 rate case that HECO will develop "clmd submit a plan to freeze or cost
justify Schedule H in HECO’s next rate case.

How does HECO proposed to address the Schedule H rate design issue?

HECO proposed to close Schedule H to new customers.

What is the i;sue regarding Power Factor rate design?

The Consumer Advocate, DOD and HECO agreed in settlement in the tést year
2005 rate case that HECO will conduct a cost study to support cost-based power
factor credits or charges in HECO’s next rate case.
Has HECO performed such a study? '
HECO has not completed such a study at this time. HECO’s preliminary analysis
of the power factor issue indicates that the cost basis for power factor is in fact
complex and subject to variation depending on the needs of the HECO system to
meet customer var-hr (“vars”) requirements. HECO supplies vars through
capacitor banks that are installed on the transmission and distribution system, and
also through generation at the power plants. The amount of vars provided through
generation varies with the total vars demand, with whether the capacitor banks are
switched on or off, and with the maintenance of transmission and distribution
lines, among other considerations. The customer demand for vars depends on
both amount of load and the physical location of the load.

Is the cost of providing vars captured on the HECO system?

Yes, the cost of providing vars is already captured in the capital and operating
costs of the HECO system. The cost of distribution system and transmission
system capacitors is included in the estimate of test year rate base. The cost of the

var support provided through generation is included in the test year estimate of

fuel expense.
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How can the cost of providing the vars be quantified?

Estimating the cost of providing vars will require a complicated system analysis,

which requires the time and resources of others beyond the rate design group.

Is HECO willing to continue its support of the settlement agreement on this issue?
Yes, HECO is still willing to complete a cost study to support cost-based power
factor credits or charges. At the same time, HECO asks that the parties recognize
that this is not a simple analysis and may take some time to complete, and may not
be available in a timely basis for this docket. HECO proposes that the power
factor adjustment clauses remain unchanged, while HECO works towards
completion of this power factor cost study.

What is the issue regarding Schedule PS, PP, PT rate design?

The Consumer Advocate, DOD and HECO agreed in settlement in the test year
2005 rate case to a kW billing credit for Schedule PP customers that are directly
served by a distribution substation, and that HECO will conduct a cost study to
support Schedule PS, PP, PT rate design based on service equipment and service
voltages in HECO’s next rate case.

Did HECO complete such a study?

HECO has not completed such a study at this time. HECO would like to
undertake such a study, but estimates it will take considerably more than a year to
complete, and is unlikely to be available until HECO’s next general rate case
subsequent to the 2007 test year. HECO proposes to continue the dual demand
charge rate design for Schedule PP, which was agreed to in the September 2005
settlement agreement, where there are separate, lower demand charges for
Schedule PP customers that are directly served from distribution substations.

What are the proposed changes to HECO’s existing rates?
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The proposed rate design changes to each rate schedule are summarized in the

following section:

Schedule R — Residential Service

1

What is Schedule R?

Schedule R is for residential electric service applicable to individually metered

residential dwelling units.

What are the proposed changes to Schedule R?

The following are the proposed changes to Schedule R:
1.

increase the Customer Charge from $7.00 to $8.00 per month for
Single-Phase Service, and from $15.00 to $17.00 per month for Three-
Phase Service;

increase the Base Fuel Energy Charge from 3.5140 ¢/kWh to

10.8940 ¢/kWh;

change the Non-Fuel Energy Charge from 7.7814 ¢/kWh to three tiers,
8.8981 ¢/kWh for the first 350 kWh, 10.1951 ¢/kWh for the next

850 kWh, and 11.0878 ¢/kWh for all kWh over 1,200 kWh per billing
period;

increase the Minimum Charge from $16.00 to $17.00 per month for
Single-Phase Service and to $22.00 per month for Three-Phase Service;
and

change 1* paragraph of the Apartment House Collection Arrangement
provision to clarify that the 10% discount applies to the total monthly
bills rendered for each apartment, and to define what the total bill

includes.
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The proposed changes to Schedule R are designed to produce the proposed

| allocated class revenue requirements of $463,564,900 as shown in HECO-2016.

How are the proposed increases in the customer charges determined?

The proposed customer charges are the levels from the Settlement Agreement of
September 2005 in HECO’s test year 2005 rate case, Docket No. 04-0113.

How is the proposed Base Fuel Energy Charge determined?

The proposed Base Fuel Charge of 10.8940 ¢/kWh is based on the test year
composite fuel price for base generation, base purchased power, and base cost of
fuel for HECO’s distributed generation units. See the calculation of the Base Fuel
Energy Charge in HECO-2014.

What are the merits of the proposed inclining block rate design for Non-Fuel
Energy Charges?

The merits on an inclining block rate design include mitigation of rate impact on
the smallest users of the system, pricing signals that encourage conservation, and
assignment of a greater share of the cost increase to the larger users. HELCO has
made a similar proposal for Schedule R in Docket No. 05-0315, its 2006 test year
rate case.

What are the features of the inclining block rate proposal for the proposed
Non-Fuel Energy Charges?

The features are three tiers, one for the first 350 kWh used in the billing period,
one for the next 850 kWh used in the billing period, or kWh usage between

300 kWh and 1,200 kWh, and a third tier for kWh usage above 1,200 kWh per
billing period. Each tier has a different non-fuel energy charge per kWh, with the
first 350 kWh having the lowest proposed non-fuel energy charge and kWh usage

over 1,200 kWh having the highest proposed non-fuel energy charge.
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How were the sizes of the kWh tiers determiﬁed?

The first tier, up to 350 kWh, was set to provide the lowest energy rate for a base
kWh usage level. The second tier, from 350 kWh to 1,200 kWh, was to set to
capture the nllajority of the kWh. As shown in HECO-2015, about 27% of
customer bills fall into the lowest tier, 61% of customer bills fall into the middle
tier, and 12% of the customer bills fall into the highest tier. However, |
approximately 90% of all kWh will be billed at either the first or second tier rate.
The tiers are designed so that most of the usage is covered by the first two tiers
and only the very highest residential customer usage will incur the third tjer
energy charges.

How were the Non-Fuel Energy Charges for the kWh tiers determined?

The guidelines used to determine the non-fuel energy charges for the kWh tiers
were to collect the demand and customer costs that are not recovered by the
customer and minimum charges, to target approximately a 3% to 5% increase for
customers whose billing quantities fell into the first tier only, and to target
approximately the class average increase, 7.1%, for customers whose billing
quantities fell into the first and second tiers. An illustration of the proposed bill
impacts is presented in HECO-2017 and HECO-2018. Note that the proposed rate
increase for billing quantities up to 350 kWh ranges up to 4.8%, the proposed rate
increase for billing quantities between 350 kWh and 1,200 kWh ranges between
3.1% and 7.4%, and the proposed rate increase for billing quantities above

1,200 kWh ranges between 7.4% and 13.8% at current effective rates.

How are the proposed minimum charges of $17.00 per month for Single-Phase
Service and $22.00 per month for Three-Phase Service determined?

The proposed minimum charges are the levels from the Settlement Agreement of



O 00 N N RN W e

| N N T N O N e L e T o S S g ST
L A LW DD =) O VOV 0NN A WN =S

HECO T-20
DOCKET NO. 2006-0386
PAGE 21 OF 65

September 2005 in HECO’s test year 2005 rate case, Docket No. 04-0113, except

~ the proposed Schedule R minimum charge for single-phase service is $1.00 per

month higher. Since there is an approved interim rate increase in place in Docket
No. 04-0113, the effective Schedule R single-phase service minimum charge is
currently about $17.00 per month. The proposed Schedule R minimum charge is
designed so that minimum bill customers see no change from their current bill,
rather than an effective bill decrease if the proposed minimum charge is at the
same $16.00 per month level as in the settlement agreement.

What is the impact of the proposed changes to Schedule R on the residential
customers?

HECO-2017 compares the residential electric bills under the present rates and
proposed rates for various consumption levels, and HECO-2018 compares the

bills under current effective rates and proposed rates.

Schedule E — Electric Service for Employees
What is Schedule E?

Schedule E is for electric residential service for Company employees and retirees,
and members of the Company’s Board of Directors.
Are there any changes to Schedule E?

No. There are no proposed changes to Schedule E.

Schedule G — General Service Non-Demand

What is Schedule G?
Schedule G is for general power service applicable to small commercial customers

with loads not exceeding 5,000 kWh per month or loads less than 25 kW.
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What are the proposed changes to Schedule G?

The following are the proposed changes to Schedule G:

1.

increase the Customer Charge from $20.00 to $30.00 per month for
Single-Phase service, and from $45.00 to $55.00 per month for Three-
Phas,e service;

increase the Energy Charge from 11.1570 ¢/kWh to 19.9393 ¢/kWh;
increase the Minimum Charge from $25.00 to $30.00 per month for
Single-Phase service, and from $45.00 to $55.00 per month for '
Three-Phase service; and '
change the Primary Supply Voltage Service from 1.9% to 2.1% for
distribution primary (DP) customers, and from 0.7% to 0.5% for

distribution secondary (DS) customers.

The proposed changes to Schedule G are designed to produce the

proposed allocated class revenue requirements of $86,424,500 as shown in

HECO-2016.

How did you determine the proposed customer charge for Single-Phase and

Three-Phase Service?

The proposed customer charges are the levels from the Settlement Agreement of

September 2005 in HECO’s test year 2005 rate case, Docket No. 04-0113.

How are the proposed minimum charges for Single-Phase and Three-Phase

service determined?

The proposed minimum charges are the levels from the Settlement Agreement of

September 2005 in HECO’s test year 2005 rate case, Docket No. 04-0113.

How is the proposed Energy Charge of 19.9393 ¢/kWh determined?

The proposed Energy Charge of 19.9393 ¢/kWh recovers the remainder of the
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class’ allocated revenue requirements at proposed rates that are not recovered

from the proposed customer charges and minimum charges. This includes all of

the class’ energy costs and the remainder of the class’ allocated fixed costs.

How are the proposed changes to the Primary Supply Voltage adjustments
determined?

The proposed changes to the Primary Supply Voltage adjustments are based on
the system loss analysis prepared by HECO’s Transmission Planning Division in
this rate case, see HECO-WP-2001.

In Docket 04-0113, HECO proposed to close the Schedule G primary supply
voltage service to new customers. Why is HECO not repeating that proposal in
this docket?

HECO would prefer to serve Schedule G customers at secondary voltage.
However, having the option of primary voltage service allows HECO to make
adjustments in service where operationally necessary, and also allows HECO to
serve customers from larger commercial rate schedules (Schedule J, Schedule PS,
PP, and PT) that may have reduced their energy requirements significantly but
still take service above secondary voltage levels.

What is the impact of the proposed changes to Schedule G customers?
HECO-2017 compares the commercial electric bills under the present rates and
proposed rates for various consumption levels, and HECO-2018 compares the

bills under current effective rates and proposed rates.

Schedule J — General Service Demand

What is Schedule J?

Schedule J is for general power service applicable to commercial customers with
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loads greater than 5,000 kWh per month or at least 25 kW. The current Schedule

J allows commercial customers to change service from Schedule J to any of the

applicable large power service (Schedules PS, PP, or PT). The proposed

modification to Schedule J’s Availability Clause is to clarify the load limits for the

1

medium-sized commercial customers that qualify for service under Schedule J.

What are the proposed changes to Schedule J?

The following are the proposed changes to Schedule J:

1.

increase the Customer Charge from $35.00 to $50.00 per month for
Single-Phase service, and from $60.00 to $70.00 per month for ,
Three-Phase service;

increase the Demand Charge from $5.75 to $12.00 per kW;

increase the Energy Charge for the three load factor blocks from

8.6900 ¢/kWh, 7.5419 ¢/kWh, and 6.5130 ¢/kWh to 15.7410 ¢/kWh,
14.5929 ¢/kWh, and 13.5639 ¢/kWh, respectively;

change the Availability Clause to clarify the current load thresholds and
to add a maximum qualifying load less than 300 kW to new customers,
and add a clause that would allow customers with loads equal or greater
than 300 kW currently receiving service under Schedule J to remain
under Schedule J;

change the demand ratchet in determining the billing demand under the
Determination of Demand provision from the current 75% ratchet to the
average demand ratchet;

change the Supply Voltage Delivery provision to include a Network
Adjustment to apply to customers who are served at the downtown

underground network system;



O 00 N A A W -

N N N N NN b e e e e e e e e e
LN A W DD = O VYV 00 J O W » W NN = O

HECO T-20
DOCKET NO. 2006-0386
PAGE 25 OF 65

7. change the supply voltagé adjustmeﬁts in the Supply Voltage Delivery
provision from 3.3 % to 2.9% for transmission primary supply voltage
(TP adj.), from 1.9% to 2.1% for distribution primary supply voltage
(DP‘adj.), and from 0.7% to 0.5% for distribution secondary supply
voltage (DS adj.); and -

8. include a minimum 5-year term of contract clause for new service
connection and a service termination charge equal to the total connection
cost incurred by the Company to connect the customer to the system less
any customer advance or contribution paid by the customer.

The proposed changes to Schedule J rates are designed to produce the
proposed allocated class’ revenue requirements of $398,587,800 as shown in
HECO-2016.

How are the proposed customer charges of $50.00 and $70.00 per month for
Single-Phase and Three-Phase service, respectively, determined?

The proposed customer charges are the levels from the Settlement Agreement of
September 2005 in HECO’s test year 2005 rate case, Docket No. 04-0113.

How is the proposed demand charge of $12.00 per kW determined?

The proposed demand charge of $12.00 per kW is based on about 50% of the
class’s full unit demand cost. HECO continues to propose increasing the amount
of demand costs recovered by demand charges, which is also a movement towards
aligning rates with the cost of service.

How are the proposed energy charges determined?

The proposed energy charges in the three load factor blocks are designed to
recover all of the class’s allocated energy costs as well as the remaining customer-

related and demand-related costs that are not recovered in the proposed customer
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and demand charges. The proposed energy charges are approximately the same

rate increase in cents per kWh in each energy charge block.

Why is the Company proposing a maximum qualifying load of less than 300 kW
for Schedule J?

HECO made this proposal in the test year 2005 rate case, and the CA and DOD
did not object to this provision in the settlement agreement. HECO’s proposal to
define a maximum qualifying load under Schedule J is based on the following
reasons:

1. to better define and clarify the load size that qualifies under Schedule J
for ease of understanding and application;

2. to make a clearer distinction between the medium-sized customers served
under Schedule J, and the large power customers served under the
Schedules PS, PP, or PT;

3. to apply Schedule J to a more homogenous group of medium-size
commercial and industrial customers with similar load levels and
characteristics, essential for designing more efficient pricing and costing,
and facilitate aligning rates closer to cost of service; and

4. for rate and revenue stability and continuity.

Will customers currently served under Schedule J with loads equal to or greater
than 300 kW be allowed to stay on Schedule J?

Yes. These customers will be grandfathered and can remain to be served under
Schedule J, if they chose. The new proposed maximum qualifying load under
Schedule J will apply to new customers.

Why is HECO proposing to change Schedule J’s demand ratchet?

HECO is proposing to change Schedule J’s demand ratchet for determining the
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billing kW from the current 75% ratchet to ayllerage demand ratchet for simplicity
and ease of understanding. The proposed average demand ratchet is the same as
the current demand ratchet in Schedules PS, PP, and PT, making the demand
ratchet provisions for all the demand rate schedules the same and consistent. The
average dem;md ratchet compares the customer’s maximum demand for the
current billing period with the average of his current maximum demand.and his
maximum demand for the last 11 months, as well as with Schedule J’s minimum
billing demand of 25 kW — in determining the customer’s billing kW demand.
The customer’s demand charge is based on the highest of these three demand
values.

What is the basis for adding the proposed Network Adjustment in the Schedule J’s
Supply Voltage Delivery provision?

The proposed Network Adjustment of +0.9% applied to the demand and energy
charges is the same as the Network Adjustment currently in-effect for Schedule
PS. This adjustment is applied to customers who are served in the downtown
network system also known as the Iwilei Network. This network system serves
both the Honolulu downtown financial district and the Chinatown area. The
network is considered to be the most reliable system on the HECO electrical grid,
due to the multiple redundancies of the circuits on both the primary and secondary
voltage levels.

How did you determine the proposed changes to the supply voltage adjustments?
The determination of the proposed changes to the supply voltage adjustments for
transmission primary supply voltage, distribution primary supply voltage, and
distribution secondary supply voltage are based on the system loss analysis

prepared by HECO’s Transmission Planning Division in this rate case, see
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HECO-WP-2001.

- Why is HECO proposing to include a term of contract clause in Schedule J?

HECO made this proposal in the 2005 test year. HECO is proposing a 5-year term
of contract for new service connections under Schedule J to allow HECO to
recover its costs of connecting new services or customers to the system from those
customers rather than shifting such costs to other ratepayers, and to make it
consistent with the provisions of HECO’s Rule 13 relating to the determination of
the customer advance required from the customer.

What is the impact of the proposed changes to Schedule J customers?
HECO-2017 compares the commercial electric bills under the present rates and
proposed rates for various consumption levels, and HECO-2018 compares the

bills under current effective rates and proposed rates.

Schedule H — Commercial Cooking, Heating, Air Conditioning, and Refrigeration

Service
What is Schedule H?
Schedule H is an end-use rate that applies to specific commercial electric loads
including commercial cooking, heating, air conditioning, and refrigeration loads
that are less than 600 volts.
What are the proposed changes to Schedule H?
The following are the proposed changes to Schedule H:

1. increase the Customer Charge from $20.00 to $25.00 per month for
Single-Phase service, and from $45.00 to $60.00 per month for
Three-Phase service;

2. increase the Demand Charge from $9.00 per kWb to $10.00 per kWb;

3. increase the Energy Charge from 7.7422 ¢/kWh to 16.5324 ¢/kWh; and
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4. close the rate schedule to new custo@ers.
The proposed changes to Schedule H are designed to produce the class’s

total allocated revenue requirements of $7,873,700 as shown in HECO-2016.
How are the proposed customer charge of $25.00 per month for Single-Phase
service and $:60.00 per month for Three-Phase service determined?
The proposed customer charges are the levels from the Settlement Agre.ement of
September 2005 in HECO?’s test year 2005 rate case, Docket No. 04-0113.
How is the proposed demand charge of $10.00 per kW determined?
The proposed demand charge of $10.00 per kW is based on about 50% of the
class’s full unit demand cost. HECO continues to propose increasing the amount
of demand costs recovered by demand charges, which is also a movement towards
aligning rates with the cost of service.
How did you determine the proposed energy charge?
The proposed energy charge is based on recovering the class’s total allocated
energy-related and demand-related costs as well as the remaining customer-related
costs that are not recovered from the proposed customer charge.
Why is HECO proposing to close Schedule H to new customers?
In accordance with the settlement agreement reached in Docket No. 04-0113 in
September 2005, HECO proposes to freeze Schedule H.
How will that impact existing Schedule H customers?
The Company proposes that there will be no new Schedule H service connections,
with the exception of allowing customers with existing Schedule H service to
relocate their Schedule H service. That is, a customer who terminates Schedule H
service in one location will be allowed to contemporaneously open a new

Schedule H service in another service location. There is no net gain of Schedule
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H customers in this situation.

- What is the impact of the proposed changes to Schedule H customers?

HECO-2017 compares the commercial electric bills under the present rates and
proposed rates for various consumption levels, and HECO-2018 compares the

bills under current effective rates and proposed rates.

Schedule PS — Large Power Secondary Voltage Service
What is Schedule PS?

Schedule PS is for general power service applicable to commercial or industrial
customers with large power loads of at least 300 kW that are served at the
secondary voltage level.

What are the proposed changes to Schedule PS?

The following are the proposed changes to Schedule PS:

1. increase the Customer Charge from $320.00 to $350.00 per month;

2. increase the Demand Charge for the three demand blocks from $10.00 per
kW, $9.50 per kW, and $8.50 per kW to $20.00, $19.50, and $18.50 per
kW, respectively;

3. increase the Energy Charge for the three load factor blocks from
7.2087 ¢/kWh, 6.4104 ¢/kWh, and 6.1010 ¢/kWh, to 14.1560 ¢/kWh,
13.3577 ¢/kWh, and 13.0485 ¢/kWh, respectively;

4. eliminate the 150 kW minimum power service under the Minimum
Billing provision; and

5. change the Term of Contract provision for new service connections from
one year to five years in order to be consistent with HECO’s Rule 13

provision on the determination of the customer advance required from
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customers, and add a service temlina‘tion charge equal to the total
connection cost incurred by the Company to connect to customer to the
system less any customer advance or contribution paid by the customer.
This proposal was advanced by the Company in the last rate case. The
proposed changes to Schedule PS rates are designed to produce the
proposed allocated class’ revenue requirements of $150,691,10b as
shown in HECO-2016.
Please explain how the proposed customer charge was determined?
The proposed customer charge is the level from the Settlement Agreement of
September 2005 in HECO’s test year 2005 rate case, Docket No. 04-0113.
Please explain how you determined the proposed demand charges?
The proposed demand charge for the first demand block is designed to recover
approximately 67% of the class’s total demand-related costs. HECO continues to
propose increasing the amount of demand costs recovered by demand charges,
which is also a movement towards aligning rates with the cost of service. The
proposed demand charges for the 2™ and 3™ demand blocks were set to maintain
the rate differentials between the demand blocks reflected in the present rates for
rate continuity and stability.
How are the proposed energy charges determined?
The proposed energy charges are based on recovering the class’s proposed
allocated total revenue requirements less the revenues recovered from the
proposed customer and demand charges. This includes the entire energy-related
costs (or variable costs) and the remainder of the customer-related costs and the
demand-related costs (or fixed costs) that are not recovered from the proposed

customer and demand charges. The proposed energy rates for each energy block
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have approximately the same cents per kWh increase over the current Schedule PS

~ energy block rates.

Why is HECO proposing to eliminate the 150 kW minimum power service?

The 150 kW minimum power service was closed to new customers after

January 1, 1986 - over 20-years ago. There are no customers in Schedule PS that
have the 150 kW of minimum billing demand.

What is the impact of the proposed changes to Schedule PS customers?
HECO-2017 compares the commercial electric bills under the present rates and
proposed rates for various consumption levels, and HECO-2018 compares the

bills under current effective rates and proposed rates.

Schedule PP — Large Power Primary Voltage Service

What is Schedule PP?

Schedule PP is for general power service applicable to commercial or industrial
customers with large power loads of at least 300 kW served at primary voltage.
What are the proposed changes to Schedule PP?

The following are the proposed changes to Schedule PP:

1. increase the Customer Charge from $320.00 to $400.00 per month;

2.  increase the Demand Charge for the three demand blocks from $9.81 per
kW, $9.32 per kW, and $8.34 per kW to $18.50, $18.00, and $17.00 per
kW, respectively;

3. provide for a billing credit of $1.75 per kW for Schedule PP customers
who are directly served from distribution substations;

4. increase the Energy Charge for the three load factor blocks from

7.0715 ¢/kWh, 6.2884 ¢/kWh, and 5.9849 ¢/kWh, to 14.5773 ¢/kWh,
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13.7944 ¢/kWh, and 13.4907 ¢/kWﬁ, respectively;
5. change the Secondary Metering Adjustment from the current
0.1081 ¢/kWh to 0.2825 ¢/kWh;
6. elim,inate the 150 kW minimum power service under the Minimum
Billing provision, for the same reasons indicated for Schedule PS; and
7. change the Term of Contract provision for new service connecfions from
one year to five years in order to be consistent with HECO’s Rule 13
provision on the determination of the customer advance required from
customers, and add a service termination charge equal to the total
connection cost incurred by the Company to connect the customer to the
system less any customer advance or contribution paid by the customer.
This proposal was made by the Company in the 2005 test year rate case.
The proposed changes to Schedule PP rates are designed to produce the proposed
allocated class’ revenue requirements of $354,407,500 as shown in HECO-2016.
Please explain how the proposed customer charge was determined.
The proposed customer charge is the level from the Settlement Agreement of
September 2005 in HECO’s test year 2005 rate case, Docket No. 04-0113.
Please explain how the proposed demand charges were determined.
The proposed demand charge for the first demand block is designed to recover
approximately 67% of the class’s total demand-related costs. HECO continues to
propose increasing the amount of demand costs recovered by demand charges,
which is also a movement towards aligning rates with the cost of service. The
proposed demand charges for the 2™ and 3™ demand blocks were set to maintain

the rate differentials between the demand blocks reflected in the present rates for

rate continuity and stability.
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What is the basis for the billing credit per kW proposed for Schedule PP

customers that are directly served from distribution substations?

HECO agreed in settlement in the test year 2005 rate case to a kW billing credit
for Schedule PP customers that are directly served by a distribution substation.
HECO also agreed to conduct a cost study to support Schedule PS, PP, PT rate
design based on service equipment and service voltages in HECO’s next rate case.
HECO has not completed such a study at this time. HECO would like to
undertake such a study, but estimates it will take considerably more than a year to
complete, and is unlikely to be available until HECO’s next general rate case
subsequent to the 2007 test year. HECO proposes to embed the dual demand
charge rate design for Schedule PP, where there are separate, lower demand
charges for Schedule PP customers that are directly served from distribution
substations.

How are the proposed energy rates determined?

Like Schedule J and Schedule PS, the proposed energy rates are determined to
recover the remainder of the class’ allocated revenue requirements at proposed
rates that are not recovered in the proposed customer and demand charges. This
includes the class’s entire energy cost and the remainder of the customer and
demand costs that are not recovered in the proposed customer and demand
charges. The proposed energy rates for each energy block have approximately the
same cents per kWh increase over the current Schedule PP energy block rates.
How is the proposed Secondary Metering Adjustment determined?

The Secondary Meter Adjustment reflects the transformer losses applied to
customers whose metering point is situated on the customer side of the meter

(distribution secondary or DS customers), and is based on the system loss
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analysis. The estimated secondary meteringl‘revenue adjustment of $60,800 was
translated to a usage charge of 0.2825 ¢/kWh on the basis of the estimated test-
year kWh usage of the DS customers as shown in HECO-WP-2016.

What is the impact of the proposed changes to Schedule PP customers?
HECO-2017'compares the commercial electric bills under the present rates and
proposed rates for various consumption levels, and HECO-2018 compafes the

bills under current effective rates and proposed rates.

Schedule PT — Large Power Transmission Voltage Service

What is Schedule PT?

Schedule PT is for general power service applicable to commercial or industrial
customers with large power loads of at least 300 kW served at transmission
voltage level.

What are the proposed changes to Schedule PT?

The following are the proposed changes to Schedule PT:

1. increase the Customer Charge from $320.00 to $400.00 per month;

2. increase the Demand Charge for the three demand blocks from $9.67 per
kW, $9.19 per kW, and $8.22 per kW to $16.25, $15.75, and $14.75 per
kW, respectively;

3. increase the Energy Charge for the three load factor blocks from
6.9708 ¢/kWh, 6.1989 ¢/kWh, and 5.8997 ¢/kWh, to 14.3519 ¢/kWh,
13.5799 ¢/kWh, and 13.2809 ¢/kWh, respectively;

4. change the Secondary Metering Adjustment from the current
0.0865 ¢/kWh to 0.5% adjustment to the demand and energy charges;

5. eliminate the 150 kW minimum power service under the Minimum
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Billing provision, for the same reasons indicated for Schedule PS; and
6. change the Term of Contract provision for new service connections from

one year to five years in order to be consistent with HECO’s Rule 13

provision on the determination of the customer advance required from

customers, and add a service termination charge equal to the total
connection cost incurred by the Company to connect the customer to the
system less any customer advance and/or contribution paid by the
customer. This proposal was made by the Compény in the 2005 test year
rate case.

The proposed changes to Schedule PT rates are designed to produce the
proposed allocated class’ revenue requirements of $27,887,500 as shown in
HECO-2016.

Please explain how the proposed customer charge was determined?

The proposed customer charge is the level from the Settlement Agreement of
September 2005 in HECO’s test year 2005 rate case, Docket No. 04-0113.
Please explain how the proposed demand charges were determined.

The proposed demand charge of $16.25 per kW for the 1% demand block is based
on approximately 67% of the class’s full unit demand cost. HECO continues to
propose increasing the amount of demand costs recovered by demand charges,
which is also a movement towards aligning rates with the cost of service. The
proposed demand charges for the 2™ and 3™ demand blocks were set to maintain
the rate differentials between the demand blocks reflected in the present rates for
rate continuity and stability.

How are the proposed energy rates determined?

Like Schedule PS and Schedule PP, the proposed energy rates are determined to
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recover the remainder of the class’ allocated ‘r.evenue requirements at proposed
rates that are not recovered in the proposed customer and demand charges. This
includes the class’s entire energy cost and the remainder of the customer and
demand costs that are not recovered in the proposed customer and demand
charges. The proposed energy rates for each energy block have approximately the
same cents per kWh increase over the current Schedule PT energy block rates.
How is the proposed change to the Secondary Metering Adjustment determined?
As in Schedule PP, the Secondary Meter Adjustment reflects the transformer
losses applied to customers whose metering point is situated on the customer side
of the meter (transmission secondary or TS customers), and is based on the system
loss analysis for this rate case. Since HECO currently does not have customers
receiving service at transmission secondary, rather than reflecting an estimated
revenue adjustment for this service which is then translated into a ¢/kWh
adjustment, HECO is proposing to change the adjustment to 0.5% applied to
demand and energy charges of customers who receive service at transmission
voltage and who elect to be metered at the secondary side of his transformer.
How did you determine the proposed 0.5% adjustment?

The determination of the proposed 0.5% adjustment is based on the same system
loss analysis prepared by the Transmission Planning Division for this case.

What is the impact of the proposed changes on Schedule PT customers?
HECO-2017 compares the commercial electric bills under the present rates and

proposed rates for various consumption levels, and HECO-2018 compares the

bills under current effective rates and proposed rates.
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Schedule F — Public Street Lighting, Highway Lighting, and
Park and Playground Floodlighting Service

' What is Schedule F?

Schedule F is for public street and highway lighting and for parks and playground
floodlighting.
What are the proposed changes to Schedule F?
The following are the proposed changes to Schedule F:
1. add a Customer Charge of $20.00 per month;
2. increase the energy charge for the two load factor blocks from the current

12.7049 ¢/kWh and 8.7309 ¢/kWh to 22.0105 ¢/kWh and

18.0368 ¢/kWh, respectively;

3. change the secondary metering adjustment under the Optional Secondary

Metering for Street and Highway Lighting provision from the current

2.0% to 1.5%, and clarify the “monthly bill” basis of the adjustment; and

4. change the loss factor of 1.05 used in the determination of the billing
demand for unmetered service to 1.02 loss factor, under the Special

Terms and Conditions provision.

The proposed changes to Schedule F rates are designed to produce the
proposed allocated class’ revenue requirements of $7,628,800, as shown in
HECO-2016.

How did you determine the proposed Customer Charge of $20.00 per month?
The proposed Customer Charge of $20.00 per month is based on recovering
approximately 60% of the class’s full customer-related cost.

Please explain how you derived the proposed energy charges for the two load
factor blocks?

Like Schedule R and Schedule G, the proposed energy rates for Schedule F are
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determined to recover the remainder of the class’ allocated revenue requirements
at proposed rates that are not recovered in the proposed customer and minimum
charges. This includes the class’s entire energy cost and the remainder of the
customer anq demand costs that are not recovered in the proposed customer and
minimum charges. The proposed energy rates for each energy block have
approximately the same cents per kWh increase over the current Schedule F
energy block rates.

How is the proposed secondary metering adjustment of 1.5% and the proposed
loss factor of 1.02 for the unmetered service determined? \

The determination of the proposed secondary metering adjustment of 1.5% and
the loss factor of 1.02 for unmetered service are based on the system loss analysis
prepared by the Transmission Planning Division for the test year 2007 as shown in
HECO-WP-2001.

What is the impact of the proposed changes to Schedule F customers?
HECO-2017 compares the commercial electric bills under the present rates and
proposed rates for various consumption levels, and HECO-2018 compares the

bills under current effective rates and proposed rates.

Schedule U — Time-of-Use Service

What is Schedule U?

Schedule U is an optional Time-of-Use Service for commercial or industrial
customers with large power loads of at least 300 kW. Large power customers
who are served under any of the large power rates (Schedule PS, Schedule PP, and
Schedule PT) may chose to be served under Schedule U.

Schedule U provides an on-peak demand charge and time-differentiated
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energy rates. For instance, the demand charge is applied only to kW load used

- during the on-peak period, and the energy rates are differentiated by the time-of-

use rating periods. Service under Schedule U is based on customer selection.
What are the proposed changes to Schedule U?
The proposed changes to Schedule U include the following:

1. increase the Customer Charge from $215.00 to $350.00 per month;

2. increase the Demand Charge from $17.00 to $22.50 per kW if the
customer’s maximum demand occurs during the priority peak period and
$19.50 per kW is the customer’s maximum demand occurs during the
mid-peak period;

3. increase the Energy Charge from the current 7.8230 ¢/kWh for on-peak
period to 15.6596 ¢/kWh, and from 3.0000 ¢/kWh for off-peak period to
12.0000 ¢/kWh; and

4. change the service voltage adjustments in the Supply Voltage Delivery
provision from the current 3.3%, 1.9%, and 0.7% for transmi‘ssion
primary, distribution primary, and distribution secondary, to 2.9 %,

2.1 %, and 0.5 %, respectively.
Please explain how you determine the proposed Customer Charge of $350.00 per
month.
The proposed customer charge is the level from the Settlement Agreement of
September 2005 in HECO’s test year 2005 rate case, Docket No. 04-0113.
Please explain how the proposed Demand Charges were determined.
The proposed demand charges were determined in the same manner as they were
proposed in rebuttal testimony in HECO’s test year 2005 rate case in Docket No.

04-0113. The proposed demand charge if the customer peak is during the priority
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peak period is based on about 75% of the Scﬁedule PS full unit demand cost. The
proposed demand charge if the customer peak is during the mid-peak period is
based on the estimated average revenue per kW of the proposed Schedule PS
demand charges. This makes the structure of the proposed demand charge
consistent with the proposed Schedule TOU-C option for customers who are
served on Schedule J. |

How did you determine the proposed time-of-use energy rates for Schedule U?
The proposed On-Peak Energy Rate of 15.6596 ¢/kWh is based on the proposed
average energy charge for Schedule PS increased by 2.0 ¢/kWh, which is the same
derivation used in rebuttal testimony in HECO’s test year 2005 rate case in
Docket No. 04-0113. The proposed Off-Peak Energy Rate of 12.000 ¢/kWh is
based on the unit energy cost for Schedule PS.

How did you determine the proposed changes to the service voltage adjustments
under the Supply Voltage Delivery provision?

The proposed changes to the service voltage adjustments are the same as proposed
for Schedule J, and discussed above.

Are there changes to the time-of-use rating periods for Schedule U.

No. The time-of-use rating periods remain the same as those used in the current

Schedule U.

Rider T — Time-of-Day Rider

What is Rider T?
Rider T is an optional time-of-use service rider for commercial or industrial
customers with power loads of at least 25 kW who are served under Schedule J, or

Schedule PS, or Schedule PP, or Schedule PT. Rider T modifies or provides
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adjustments to the applicable rate schedule’s demand and energy rates, which

. effectively results in time-of-use price signals. ' Like the other load management

Riders M and I, Rider T was approved by the Commission in Docket No. 2793,
and was first implemented in 1981. It was aimed at encouraging customers to
manage their loads in order to help reduce the system peak load and defer the need
for the next capacity addition.

Is HECO proposing any changes to the Rider T?

Yes. HECO is proposing the following changes to Rider T:

1. change the Rider T’s Availability Clause to appropriately reference the
three separate Schedules PS, PP, and PT, as well as the new Schedule
TOU-C; and

2. add terms and conditions that would allow customers to do emergency
maintenance on their generating equipment, if any, without considering
its impact on the customers’ maximum on-peak demand in the

determination of their billing demand.

Rider M — Off-Peak and Curtailable Service

What is Rider M?

Rider M is an optional off-peak and Curtailable service applicable to Schedule J
customers with loads greater than 100 kW, and to customers served under
Schedule PS, Schedule PP, or Schedule PT, with loads greater than 300 kW.
Rider M provides load management incentives to customers by modifying the
determination of the billing demand under Schedules J, PS, PP, or PT. It offers
two load management service options: Option A — Off-Peak Service, and

Option B — Curtailable Service.
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The Rider M — Off-Peak Service (Option A) encourages customers to shift
their load to the off-peak hours by basing the determination of the billing demand
only on the customers’ kW demand during the on-peak period. The Rider M —
Curtailable Service (Option B) encourages customers to shift their load to off-
peak hours by reducing the customers’ billing demand by 75% of the kW load that
they curtail during the Company’s priority peak period, or by 40% of the kW load
that they curtail for a two-hour duration specified by the Company. |
Is HECO proposing any changes to Rider M?

Yes. The following are the proposed changes to Rider M: \
1. modify the Availability Clause to appropriately reference the three
separate Schedules PS, PP, and PT, and the new Schedule TOU-C; and
2. change the initial Term of Contract from three years to five years,

consistent with the proposed change for the other rate schedules.

Rider I — Interruptible Contract Service

What is Rider I?

Rider I is an optional interruptible service available to large power customers with
interruptible kW load of at least 500 kW.

Did HECO propose any changes to Rider I in Docket No. 04-0113?

Yes, HECO proposed to reduce the minimum qualifying interruptible load from
the current minimum of 500 kW to 100 kW in order to extend the availability of
Rider I to smaller customers, and expand its potential customer base.

Does HECO make the same proposal in this case?

No. Rather, HECO proposes to close the existing Rider I to new customers.

HECO’s Commercial and Industrial Direct Load Control (“CIDLC”) program is
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expected to provide customers with an interruptible service opportunity that is

. broader than the existing Rider I. As indicated by Mr. Hee in HECO T-9, CIDLC

program modifications are planned for filing by the end of 2006 that will increase
customer incentive levels, reduce the minimum interruptible load required for
program participation, provide a non-underfrequency relay option, provide a
voluntary load control feature, and provide a small business load control feature.
These enhancements to the CIDLC program provide tools for HECO to focus on
expansion of interruptible service to customers, and therefore also allow for

closing of the existing Rider I.

Schedule O - Purchases from Qualifying Facilities 100 kW or Less

What is Schedule Q?
Schedule Q applies to customers with small power production facilities with
design capacity of 100 kW or less, qualifying under Chapter 74, Title 6 of the
PUC Rules, and who have a purchased power contract with the Company.
Schedule Q provides the energy rates and energy cost adjustment that the
Company pays for energy purchased by the Company from the customer, and the
metering charge to the customer for metering, billing and administration of the
purchase power contract.
Are there proposed changes to Schedule Q?
Yes. The following are the proposed changes to Schedule Q:
1. change the Energy Rates for energy delivered to the Company by the
customer from the current 3.67 ¢/kWh to 12.94 ¢/kWh;
2. change the Metering Charge to a Service Charge of $20.00 per month for
both Single-Phase and Three-Phase Service; and
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3. change the generation base fuel cost 'from the current 287.83 ¢/mbtu to
1,063.14 ¢/mbtu.
How was the proposed energy rate of 12.94 ¢/kWH for energy delivered to HECO
determined? |

The proposed energy rate of 12.94 ¢/kWh for energy delivered by the customer to

HECO is based on the test

year estimates of the Company’s generation cost and Distributed Generation cost and

efficiency factors discussed in HECO T-4.

Please explain how you determine the proposed Service Charge? ,

The proposed Service Charge of $20.00 per month reflects the billing and
administration cost of the purchased power delivered by the customer to the
Company. It is based on the customer accounting and customer services expense
for Schedule J. This proposed Service Charge will apply to Schedule Q customers
who also buy power from HECO under the applicable rate schedule. The
Schedule Q customers who only deliver or sell power to HECO and who do not
buy power from HECO will be charged the Customer Charge in Schedule J in lieu
of this Service Charge, which also reflects the metering cost and the meter reading
costs.

What is the basis of the changes to Schedule Q’s Energy Cost Adjustment Clause?
The proposed 1,063.14 ¢/mbtu in Schedule Q’s Energy Cost Adjustment Clause is
based on the test-year estimate of the total composite generation cost including
Distributed Generation costs and discussed in HECO T-9. The test-year fuel price
and efficiency factors used to determine this composite generation cost are

discussed in HECO T-4.
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Energy Cost Adjustment Clause

What is the Energy Cost Adjustment Clause?

The Energy Cost Adjustment Clause (ECAC) is a reconciliation mechanism that

allows the Company to recover or refund the difference between the fuel price

embedded in the base rates and the fuel price that it actually pays.

Q.

A.

Q.

A.
1.
2.
3,
4.
5.

What are the proposed changes to ECAC?

The following are the proposed changes to ECAC:

modify the ECAC’s Applicability Clause for clarity and to identify the
three separate Schedules PS, PP, PT, as well as the new Schedule TOU-
R, Schedule TOU-C;

change the base fuel cost for Company generation from the current
287.83 ¢/mbtu to 1,059.86 ¢/mbtu Company composite cost of generation
from central station and other generation;

change the Company generation efficiency factor from the current
0.011170 mmbtu/kWh to use three separate efficiency factors,

0.011139 mmbtu/kWh for low sulfur fuel oil (LSFO), 0.032003
mmbtu/kWh for diesel fuel, and 0.011225 mmbtu/kWh for other
company generation sources;

add a distributed generation (DG) energy component in the Clause at
18.114 cents per kWh, adjusted to the sales delivery level and for revenue
taxes; and

change the base purchased energy cost from the current 3.005 ¢/kWh to

6.772 ¢/kWh.

Q. How are the proposed changes to the above ECAC parameters determined?
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The proposed changes to the base fuel costs, géneration efficiency factors, DG
energy component, and base purchased energy cost are discussed in HECO T-9.

The ECAC calculations are presented in HECO T-9.

1

Integrated Resource Planning Cost Recovery Provision

What is the Integrated Resource Planning Cost Recovery Provision (“IRP
Clause”)?

The IRP Clause is a cost recovery mechanism for the incremental costs incurred
by the Company related to incremental IRP-related activities, and the recovery of
the incremental DSM costs which include program costs (excluding base labor),
lost margin and shareholder incentives.

Does the Company still require an IRP clause?

Yes. The Company will have to retain the IRP clause for use in reconciling the
recovery of the 1995-2005 IRP costs that HECO already recovered per stipulated
agreement with the Consumer Advocate subject to refund with interest, with the
amounts of such costs that the PUC would ultimately find reasonable and allow
HECO to recover. Additionally, HECO will also use the current IRP clause to
recover the current incremental DSM program costs, including lost margin and
shareholder incentives, incurred by the Company, until a final decision is rendered
in the Energy Efficiency docket.

Is HECO proposing a DSM Reconciliation Clause?

Yes. HECO is proposing a separate DSM Reconciliation Clause in order to
reconcile actual DSM incentives paid with incentives included in base rates, and
to allow only the actual utility incentive earned to be recovered, as discussed in

HECO T-9.
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Green Pricing Program Provision

What is the Green Pricing Program Provision?

The Green Pricing Program Provision is a voluntary fund-raising program that is
open to Island residents and non-residents for purposes of funding the
development of renewable energy facilities on the Island. The voluntary
contributions received from this Green Pricing Program have been used for such
programs as the Sun Power for Schools Pilot Program which funds the installation
of photovoltaic systems in public schools.

Are there changes proposed to the Green Pricing Program?

No. There are no changes proposed to the Green Pricing Program.

Service-Related Charges and Proposed Rule Changes

What are service-related charges?
In addition to the rate schedules and riders, there are service-related charges
included in the Company’s Rules that are charged directly to the customers who
caused the costs to be incurred by the utility. These service-related direct charges
include the Returned Checks Charge, Field Collection Charge, and Service
Establishment Charge specified in the Company’s Rule 7, Sections C, D, and E,
respectively, and the Late Payment Charge in Rule 8, Section D.
Are there any changes to these charges?
Yes. The Company is proposing the following changes:

1. change the Returned Checks Charge to a Returned Payment Charge and

increase the current charge from the current $7.50 to $22.00 per returned

check or returned payment;
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2. increase the Field Collection Charge;.from $15.00 to $20.00 per field
collection call, and modify its application such that, the customer will be
charged the Field Collection Charge even when a field call does not result
in sgccessful collection of monies; and

3. increase the Service Establishment Charge from $15.00 to $20.00, and
increase the additional charge for the same day service or for sérvice
outside of the normal business hours from the current $10.00 to $25.00.
Proposed revisions to these charges were introduced in direct testimony

in HECO?’s 2005 test year rate case, Docket No. 04-0113. The proposals,
presented here are identical, except that the proposed Returned Payment Charge is
increased from a proposed $16.00 to a proposed $22.00 per returned payment
based on more current bank charges.

Why is the Company proposing to change the “Returned Checks Charge” to
“Returned Payment Charge”?

The Company is proposing to change the “Returned Checks Charge” to “Returned
Payment Charge” to reflect the different payment options that are now available to
customers, and to allow the Company to apply the same service charge on
“returned” payments made through any of these options.

What payment options are now available to the customers?

In the past, customers could pay their electric bill either by check or in cash. With
the changes in technology, HECO started offering customers with different
electronic bill payment options of paying their electric bills (“e-billing”). The
various e-billing options that are available to HECO customers include the
following:

1. Automatic Bill Payment (ABP) — automatically debits customer’s savings
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or checking account; !
2. Payment using credit card, and
3. Payment using debit card.
When pay{nents made through any of these “paperless” payment options are
“returned” due to insufficient funds in the customers’ accounts, the bank
charges HECO a service charge for the processing cost — similar to a i)ounced
check processing fee. For fairness and equity, HECO is proposing to change
the Returned Checks Charge to Returned Payment Charge and to apply it to any
“returned” payment from any of the “paperless” payments in addition to
returned checks. The proposed change will charge the cost of such returned
payments to those customers who cause such costs to be incurred by HECO,
rather than shifting those costs to the other ratepayers.
How did you determine the proposed Returned Payment Charge of $22.00 per
returned payment?

The proposed Returned Payment Charge of $22.00 per returned payment is based
on the 2003-2004 recorded costs of processing returned payments. It reflects the
labor processing costs as well as the non-labor costs including bank charges at
estimated 2005 levels.

Please explain how the proposed changes to the Field Collection Charge and

Service Establishment Charge were determined.

The proposed Field Collection Charge and Service Establishment Charge are
based on the costs of various activities required for these services. For instance,
the cost of a field collection call includes the cost of the collection effort by a
Field Representative (such as review and analysis of the customer’s account,

contacting the customer, mailing costs, travel costs, arranging and processing
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payments or disconnecting service, resolving complaints, dispatching orders,

issuing service requests for repairs, and the cost of the information system support

and maintenance of field service systems. The cost of service establishment
reflects the cost of similar activities such as the cost of reconnecting customers
including travel time, receiving customer inquiry, explaining and negotiating
required payment, updating customer accounts in the billing system, issuing and
dispatching orders, and information system support cost.

Please explain how the Field Collection Charge is currently applied.

HECQO’s current Field Collection Charge is applied only when a field call results
in actual collection of payment from the customer.

What change is HECO proposing in regard to the application of the Field
Collection Charge?

HECO is proposing to apply the proposed Field Collection Charge to every field
collection call made regardless of whether a field collection call results in
successful collection of payment from customer. The Company incurs the same
costs as discussed above for every field collection call made regardless of whether
or not it results in successful collection of payment from the customer. HECO has
a Field Collection procedure in place, which ensures that a field call is made only
as a last resort or attempt to collect payment from the customer.

Are there other changes to HECO’s Rules?

Yes. HECO’s Rule 4, Section D, currently provides a Standard Customer
Retention Rate. There are no customers on Oahu who are currently served under
this rate. HECO has an increasing need for new generation capacity and/or
measures to mitigate customer load growth as discussed by Mr. Alm in HECO T-1

and Mr. Sakuda in HECO T-4 in HECO'’s test year 2005 rate case, Docket No.
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04-0113. Given HECO’s current situation, HECO is proposing to discontinue the
Standard Form Customer Retention Rates provided in Rule 4, Section D.

Is HECO proposing to terminate any existing rate schedule or rate adjustment?
Yes. HECO 'is proposing to withdraw the Rider EV-R - Residential Electric
Vehicle Charging Service, Rider EV-C — Commercial Electric Vehicle Charging
Service. HECO is also terminating the temporary Rate Adjustment that‘became
effective on July 1, 2003 for the reduction in the capacity payments to AES
Hawaii. This reduction in capacity payments is reflected in the test year estimates
of purchased power expense and embedded in the new proposed rate chapges.
Why is HECO proposing to withdraw Riders EV-R and EV-C?

HECO’s Rider EV-R and Rider EV-C became effective on July 6, 1998. On
August 13, 1998, the Company agreed to defer implementation of the riders per
the Commission’s request in an August 3, 1998 letter. HECO has not received
PUC approval to implement these riders, although they remained in HECO’s
current effective rates.

More importantly, HECO’s proposed Schedule TOU-R — Residential Time-
of-Use Service, and Schedule TOU-C — Commercial Time-of-Use Service which
are discussed later in my testimony will also apply to electric vehicle charging
service. These proposed new Schedules TOU-R and TOU-C will provide time-
of-use service to electric vehicle charging without the need to separately meter
these loads from the rest of the customers’ electric loads, as required under the
Rider EV-R and Rider EV-C which were available only for the electric vehicle

charging load.
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NEW RATE SCHEDULES
Is HECO proposing any new rate schedules and/or riders?
Yes. HECO is proposing the following new rate schedules:
1. Schedule TOU-R — Residential Time-of-Use Service;
2. Schedule TOU-C - Commercial Time-of-Use Service;
3. Schedule SS - Standby Service.

Schedule TOU-R and Schedule TOU-C have been proposed in HECO’s
test year 2005 rate case in Docket No. 04-0113. The proposed rate design here is
similar in structure to those proposals advanced in the previous case. The
proposed Schedule TOU-R is modified for the tiered rate structure in Schedule R.
The Schedule SS was proposed in response to Decision and Order No. 22248,
issued January 27, 2006, in Docket No. 03-0371, and is before the Commission
for approval. The following section describes each of these new proposed rate

schedules.

Schedule TOU-R — Residential Time-of-Use Service

Please describe HECO’s proposed Schedule TOU-R.

Schedule TOU-R is a standard optional residential time-of-use service offering.
This new service is proposed to be implemented on a phased-in basis until
HECO’s new Customer Information System (CIS) is implemented since the
current ACCESS billing system cannot bill time-of-use rates.

What are the proposed rates for the Schedule TOU-R program?

The proposed rates for Schedule TOU-R pilot program are the following:

1. Customer Charge: $9.50 per month for Single-Phase Service, and
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$17.50 per month for Three-Phase scﬁice;

2. Energy Charge: Calculated in the same manner and at the same rates as
the proposed Schedule R, with the following time-of-use energy rate
adju§Unents:

Priority Peak Period kWh use + 5.0 ¢/kWh,
Mid-Peak Period kWh use + 2.0 ¢/kWh, and
Off-Peak Period kWh use —3.5 ¢/kWh;

3. Minimum Charge is $17.50 per month for Single-Phase Service, and
$22.50 for Three-Phase Service; '

4. Time-of-use rating periods are

Priority Peak Period: ~ 5:00 p.m. — 9:00 p.m., Monday — Friday
Mid-Peak Period: 7:00 a.m. — 5:00 p.m., Monday — Friday
5:00 p.m. — 9:00 p.m., Saturday — Sunday
and holidays observed by both Federal and
State (New Years Day, Memorial Day,
Independence Day, Labor Day, Thanksgiving,
and Christmas Day)
Off-Peak Period: 9:00 p.m. — 7 a.m., Daily
7:00 a.m. — 5 p.m., Saturday — Sunday,
Holidays; and

5. Service is limited to a maximum of 1,000 customers until the new
Customer Service Information System (“CIS”) is implemented.

How did you determine proposed customer charge and minimum charge for the
single-phase service and three-phase service?

The proposed customer charge and minimum charge for Single-Phase Service and
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for Three-Phase Service are based on the levels filed in support of the Settlement

 Agreement of September 2005 in Docket No. 04-0113, HECO’s 2005 test year

rate case.

How were the proposed time-of-use energy rates determined?

The proposed time-of-use energy rates are based on the same differences from
regular Schedule R rates that were proposed for Schedule TOU-R in Docket No.
04-0113, HECQO'’s 2005 test year rate case.

Were the proposed time-of-use rating periods for Schedule TOU-R also
previously proposed in Docket 04-0113?

Yes. The proposed time-of-use rate periods were outlined and proposed for

Schedule TOU-R only in Docket 04-0113, HECO’s 2005 test year rate case.

Schedule TOU-C — Commercial Time-of-Use Service

Please describe HECO’s proposed new Schedule TOU-C?

HECO’s proposed new Schedule TOU-C is a Time-of-Use Service applicable to
commercial customers served under Schedule G or Schedule J. This new time-of-
use service provides two options: (1) Non-Demand Service for commercial
customers with consumption not exceeding 5000 kWh per month or 25 kW, and
(2) Demand Service for customers with consumption greater than 5000 kWh per
month or at least 25 kW but less than 300 kW. The Non-Demand Service
provides the same customer and minimum charges as proposed for Schedule G
and time-differentiated energy rates. Demand Service provides the same customer
charge by service phase as proposed for Schedule J, on-peak demand charge, and
time-differentiated energy rates.

What are the proposed rates for Schedule TOU-C?
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A.  The proposed rates for Schedule TOU-C are ‘t'he following:
Non-Demand Service:

1. Customer Charge of $30.00 per month for Single-Phase Service and
$55.90 per month for Three-Phase Service — the same as proposed for
Schedule G and discussed above.

2. The proposed TOU Energy Rates are:

Priority Peak Period = 24.9393 ¢/kWh
Mid-Peak Period =21.9393 ¢/kWh
Off-Peak Period  =14.9393 ¢/kWh '

3.  Minimum Charge of $30.00 per month for Single-Phase Service and
$55.00 per month for Three-Phase Service — the same as proposed for
Schedule G and discussed above.

Demand Service:

1. Customer Charge of $50.00 for Single-Phase Service and $70.00 for
Three-Phase Service — the same as proposed for Schedule J and discussed
above.

2. Demand Charge of $19.50 per kW if customer’s maximum demand
occurs during the priority peak period and $12.00 per kW if it occurs
during the mid-peak period.

3. The proposed TOU Energy Rates are:

Priority Peak Period = 20.1766 ¢/kWh

Mid-Peak Period 17.1766 ¢/kWh
Off-Peak Period = 12.0000 ¢/kWh
4. The minimum charge is the sum of the customer charge and demand

charge.
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. Please explain how the proposed TOU Energy Rates for Schedule TOU-C are

. derived.-

The determination of the proposed TOU Energy Rates for Schedule TOU-C is the
same as proposed in HECO’s Docket No. 04-0113: under the Non-Demand
Service, the proposed energy rate for the priority peak period is based on the
proposed energy charge for Schedule G adjusted by 5.0 ¢/kWh; the proposed
energy rate for mid-peak period is based on the proposed energy rate for Schedule
G plus 2.0 ¢/kWh; and the proposed off-peak energy rate is based on the proposed
energy charge for Schedule G adjusted by - 5.0 ¢/kWh.

Are the proposed TOU Energy Rates for the Demand Service derived the same
way?

Yes. The proposed TOU Energy Rates for the Demand Service were derived the
same way as the proposed TOU Energy Rates for the Non-Demand Service except
for the proposed off-peak energy rate of 12.0000 ¢/kWh, which was set to recover
the allocated energy cost for Schedule J.

Please explain the proposed demand charge under the Demand Service.

Like the demand charge under existing Schedule U, the proposed demand charge
under the Demand Service is applied to the customer’s maximum measured kW
demand for the billing period. The Company is not proposing a demand ratchet in
the determination of the billing demand — the same as in the current effective
Schedule U. However, the minimum billing demand of 25 kW still applies. If the
customer’s maximum measured kW demand for the billing period occurs during
the priority peak hours, the priority peak demand charge of $19.50 per kW is
applied. If the customer’s maximum measured kW demand for the billing period

occurs during the mid-peak hours, the mid-peak demand charge of $12.00 per kW
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is applied. In other words, a customer is cha.rged either the $19.50 per kW
Priority Peak demand charge or the $12.00 per kW Mid-Peak demand charge
based on when the customer’s maximum kW demand occurs. There is no demand
charge for kW load during the off-peak hours. The Determination of Demand
provision in the proposed new Schedule TOU-C specifies the application of the
proposed demand charge for Demand Service. |

How did you determine the priority peak demand charge and the mid-peak
demand charge?

The proposed demand charge of $19.50 per kW for the priority peak period is
based on recovering approximately 80% of full unit demand cost for Schedule J,
which is the same basis proposed in Docket No. 04-0113. The proposed demand
charge of $12.00 per kW for mid-peak period is the same as the proposed demand
charge for Schedule J, which again is the same basis proposed in Docket No.
04-0113.

What time-of-use rating periods are proposed for the new Schedule TOU-C?

The time-of-use rating periods for the new Schedule TOU-C are the same as those

used in the current effective load management riders. These time-of-use rating

periods are:
Mid-Peak Period: 7:00 A.M. - 5:00 P.M., Monday — Friday
7:00 A.M. —9:00 P.M., Saturday—Sunday
Off-Peak Period: 9:00 P.M. - 7:00 A.M., Daily

Schedule SS — Standby Service

Q. What are the proposed Schedule SS rates?

The proposed Schedule SS Standby Service rates are as described in the August
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28, 2006 filing in Docket No. 03-0371 in response to Decision and Order No.

 22248. The proposed rate structure and terms and conditions are identical to what

was filed. The only difference is in the proposed rate levels. The standby service
rates filed in Docket No. 03-0371 were based on the cost of service filed in
rebuttal in Docket No. 04-0113. The proposed standby service rates are based on
the cost of service filed in this docket and are as follows:

Proposed Reservation Demand Charge per kW: Schedule J, $10.08 per kW;
Schedule PT, $8.55 per kW; Schedule PP $10.89 per kW; and Schedule PS,
$12.48 per kW.

Proposed Daily Demand Charge per kW: Schedule J, $0.38 per kW;
Schedule PT, $0.46 per kW; Schedule PP $0.45 per kW; and Schedule PS,
$0.47 per kW.

Proposed Backup Energy Charge per kWh: Schedule J, $0.098 per kWh;
Schedule PT, $0.096 per kWh; Schedule PP $0.102 per kWh; and Schedule PS,
$0.104 per kWh. |
Can the standby services rates filed in Docket No. 03-0371 go into effect prior to
approval of new standby service rates in this rate case?

Yes, the Schedule SS, Standby Service can go into effect if approved by the
Commission in Docket No. 03-0371; however, the rate levels would be as

proposed in the August 28, 2006 filing.

ENERGY POLICY ACT OF 2005

Why is HECO addressing time-based rates in this proceeding?
HECO maintains that a general rate case is the proper forum to explore the time-

based rates covered by Section 1252 of the Energy Policy Act of 2005 (“EPACT
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2005”). K

What are time-based rates?

As defined by EPACT 2005, a time-based rate schedule is a “schedule under

which the rate charged by the electric utility varies during different time periods

and reflects the variance, if any, in the utility’s cost of generating and purchasing

electricity at the wholesale level.” The types of time-based rate schedules that

may be offered include, among others:

1)

2)

3)

4)

Time-of-use pricing whereby electricity prices are set for a specific time
period on an advance or forward basis, typically not changing more often
than twice a year, based on the utility’s cost of generating and/or purchasing
such electricity at the wholesale level for the benefit of the consumer.
Prices paid for energy consumed during these periods shall be pre-
established and known to consumers in advance of such consumption,
allowing them to vary their demand and usage in response to such prices
and manage their energy costs by shifting usage to a lower cost period or
reducing their consumption overall.

Critical peak pricing whereby time-of-use prices are in effect except for
certain peak days, when prices may reflect the costs of generating and/or
purchasing electricity at the wholesale level and when consumers may
receive additional discounts for reducing peak period energy consumption.
Real-time pricing whereby electricity prices are set for a specific time
period on an advance or forward basis, reflecting the utility’s cost of
generating and/or purchasing electricity at the wholesale level, and may
change as often as hourly.

Credits for consumers with large loads who enter into pre-established peak
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load reduction agreements that reduce a utility’s planned capacity
obligations.

What does EPACT 2005 require with respect to time-based rates?

EPACT 2005 requires that each State regulatory authority conduct an

investigation and issue a decision as to whether it is appropriate to implement the

following standards:

1)  Each electric utility shall offer each of its customer classes, and provide
individual customers upon customer request, a time-based rate schedule.
The time-based rate schedule shall enable the electric consumer to manage
energy use and cost through advanced metering and communications
technology.

2)  Each electric utility shall provide each customer requesting a time-based
rate with a time-based meter capable of enabling the utility and customer to
offer and receive such rate.

What are the benefits of time-based rates?

To the extent that an electric utility’s generation and purchased energy costs

reflect the need for capacity such that costs are higher when the need for capacity

is greater, time-based rates can send appropriate price signals to the consumer.

With this pricing information, the consumer can then choose between consuming

electricity now or deferring consumption to another, less costly, time period.

Deferring consumption improves reliability by reducing the load on existing

generators and purchased power providers.

If the rate design proposals in this proceeding are approved by the Commission

would HECO comply with the first standard?

Yes, HECO’s rate proposals in this proceeding (and its similar rate proposals in
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HECO’s 2005 test year rate case) will provid;:' a time-of-use rate schedule for each
of its customer classes (except for Schedule F, Street and Playground Lighting,
customers, which do not have significant flexibility to shift load). Should all of
the proposed voluntary time-based rates be approved, the portfolio of time-of-use
rates will include:

Time-Based Rate Applicable Customer Class

1) TOU-R, Residential Time-of-Use Service Sch.R & E

2) TOU-C, Commercial Time-of-Use Service Sch.G,J,H

3) Rider T, Time-of-Day Rider Sch. J, PS, PP, PT
4)  Rider M, Off-Peak and Curtailable Service - Sch. ], PS, PP, PT
5)  Schedule U, Time-of-Use Service Sch. PS, PP, PT

In addition, in order to enable the customer to manage his energy use, each
customer will be provided with a time-of-use meter so that the appropriate period
pricing can be accurately billed on a monthly basis.

Is HECO investigating new metering technology?

Yes. Even though HECO proposes to implement proposed time-of-use rate
options with existing metering technology, HECO continues to proactively
investigate Advanced Metering Infrastructure (“AMI”) solutions. For example, in
October 2006, HECO agreed to partner with Sensus Metering Systems to field test
the FlexNet system, which is a full two-way fixed network AMI system that
delivers interval meter data. The FlexNet system can facilitate time-of-use pricing
options, as well as transmit meter status information. This pilot program will
include approximately 500 Sensus “smart” meters in the Honolulu area.

Does HECO currently comply with the second standard?

Yes. For each participant in its existing or proposed time-of-use rate options,
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HECO provides or will provide a time-of-use meter to record and properly reflect

~ period pricing.

Does HECO currently offer any of the other types of time-based pricing?

Yes. HECO also provides credits for consumers with large loads who enter into
pre-established peak load reduction agreements through its DSM load
management program, the CIDLC Program.

Under the CIDLC Program, HECO pays a monthly incentive to customers
(which can be a credit to the customers’ bills) who install a load control receiver
on selected customer loads. The load control receiver interrupts the selected loads
under two conditions: 1) when, due to an unanticipated generation unit outage or
some other problem on the system, system frequency falls to a pre-determined
setpoint, the load control receiver opens the circuit and drops the load, and
2) when a reserve capacity shortfall is anticipated, HECO may manually send a
signal to the load control receiver to open the circuit after providing the customer
with at least one hour of advanced notice. Under either condition, the activation
of the load control receiver results in a reduction in the amount of capacity needed
from supply-side resources to avoid a system outage. As indicated earlier in this
testimony, HECO plans to expand the options available under this program, and
make certain other modifications to the program.

What is the status of critical peak pricing and real-time pricing, the other two
examples of time-based rates included in EPACT 2005?

Because HECO lacks access to a wholesale market (i.e., operates a stand alone
system on the island of Oahu) a pricing signal to drive critical peak pricing and
real-time pricing is not available to the Company. Therefore, the Company is not

proposing critical peak and real-time pricing at this time.
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What is HECO’s recommendation regarding .the time-based metering and

communications standards included in the Energy Policy Act of 2005?

HECO recommends that the Commission’s adoption of the standards articulated

the Energy Policy Act of 2005 is not necessary because:

1)  the Company will be in compliance with the first standard once the
proposed rate design is approved, and |

2)  HECO is already proactively investigating advanced metering and
telecommunications infrastructure (AMI) solutions that will enhance the
ability of the consumer to manage his energy use and cost. '

Please summarize HECO’s position.

HECO has independently and proactively proposed to offer time-of-use rate

options to all customer rate classes that give customers the ability to manage their

electric bills by modifying their energy consumption. HECO is also investigating

AMI solutions that may enable future and/or modified time-of-use rate options.

HECO’s AMI research and its proposed time-of-use tariffs are consistent with the

standards put forth by the Energy Policy Act of 2005. Thus, it is not necessary for

the Commission to adopt the EPACT 2005 time-based rates standards.

SUMMARY
Please summarize your testimony.
My testimony presented the Company’s embedded and marginal cost-of-service
studies, the basis and determination of the proposed rates, and the proposed
changes to the Company’s tariffs. In addition to the proposed changes to the
current rate schedules, the Company is also proposing three new rate schedules —

Schedule TOU-R, Schedule TOU-C, and cost-based changes to its new schedule
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filed in Docket No. 03-0371, Schedule SS — for Commission approval, as well as

- changes to the service-related charges including the Returned Checks Charge,

Field Collection Charge, and Service Establishment Charge.
Does this complete your testimony?

Yes.






SUMMARY OF CLASS REVENUE REQUIREMENTS AND CLASS RATES OF RETURN

HAWAIIAN ELECTRIC COMPANY, INC.
DOCKET NO. 2006-0386, TEST-YEAR 2007

AT PRESENT RATES AND AT PROPOSED RATES

Present Rates

Proposed Rates

Proposed Increase

Rate Class Sales Revenues Rate of Return ROR Index Sales Revenues Rate of Return _ ROR Index Amount Percent -
($000s) (%) (%) ($000s) (%) (%) ($000s) (%)
Schedule R $415,723.4 0.51% 25.68% $463,564.9 5.70% 63.90% $47,841.5 11.51%
Schedule G $77,691.4 4.29% 216.79% $86,424.7 9.33% 104.60% $8,733.3 11.24%
Schedule J $358,924.9 4.13% 209.00% $398,587.8 12.11% 135.76% $39,662.9 11.05%
Schedule H $7,077.7 1.17% 59.15% $7,873.7 7.48% 83.86% $796.0 11.25%
Schedule PS $135,059.5 2.29% 115.82% $150,691.1 11.67% 130.83% $15,631.6 11.57%
Schedule PP $319,103.4 1.72% 86.75% $354,407.5 11.49% 128.81% $35,304.1 11.06%
Schedule PT $26,047.3 2.49% 125.63% $27,887.5 10.57% 118.50% $1,840.2 7.06%
Schedule F $6,751.4 -2.95% -149.04% $7,628.8 3.67% 41.14% $877.4 13.00%
Total Sales Revenues $1,346,379.0 $1,497,066.0 $150,687.0 11.19%
Other Operating Revenues $3,898.0 $4,716.8 $818.8 21.01%
Total Revenues $1,350,277.0 1.98% 100.00% $1,501,782.8 8.92% 100.00% $151,505.8 11.22%
Pricing/pcy

HECO_T-20_2007_DIRECT_EXHIBITS.XLS
12/22/2006
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HAWAIIAN ELECTRIC COMPANY, INC.
DOCKET NO. 2006-0386, TEST-YEAR 2007

SUMMARY OF CLASS REVENUE REQUIREMENTS AND CLASS RATES OF RETURN
AT CURRENT EFFECTIVE RATES AND AT PROPOSED RATES

Current Effective Rates

Proposed Rates

Proposed Increase

Rate Class Sales Revenues Rate of Return ROR Index Sales Revenues Rate of Return ROR Index Amount Percent
($000s) (%) (%) ($000s) (%) (%) ($000s) (%)
Schedule R $432,975.6 2.36% 54.11% $463,564.9 5.70% 63.90% $30.589.<3 7.06%
Schedule G $80,721.8 6.02% 138.27% $86,424.7 9.33% 104.60% $5,702.9 7.06%
Schedule J $372,286.2 6.82% 156.52% $398,587.8 12.12% 135.87% $26,301.6 7.06%
Schedule H $7,354.1 3.35% 76.97% $7,873.7 7.49% 83.97% $519.6 7.07%
Schedule PS $140,747.4 5.70% 130.83% $150,691.1 11.67% 130.83% $9,943.7 7.06%
Schedule PP $331,021.2 5.01% 115.08% $354,407.5 11.50% 128.92% $23,386.3 7.06%
Schedule PT $26,047.3 2.49% 57.09% $27,887.5 10.59% 118.72% $1,840.2 7.06%
Schedule F $7,1254 -0.13% -3.01% $7,628.8 3.67% 41.14% $503.4 7.06%
Total Sales Revenues $1,398,279.0 $1,497,066.0 $98,787.0 7.06%
Other Operating Revenues $3,947.1 $4,716.8 $769.7 19.50%
Total Revenues $1,402,226.1 4.36% 100.00% $1,501,782.8 8.92% 100.00% $99,556.7 7.10%

Pricing/pcy

HECO_T-20_2007_DIRECT_EXHIBITS.XLS

12/22/2006
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HAWAIIAN ELECTRIC COMPANY, INC.

DOCKET NO. 2006-0386, TEST-YEAR 2007

HECO-2002
DOCKET NO. 2006-0386
PAGE 1 OF 3

SUMMARY OF CLASS RATES OF RETURN ON RATE BASE AT PRESENT RATES

Total Operating  Total Operating  Total Operating Return on
Rate Class Revenues Expenses Income Rate base Rate Base
($000s) ($000s) ($000s) ($000s) (%)
Schedule R $418,192.3 $415,550.6 $2,641.7 $519,691.3 0.51%
Schedule G $78,002.4 $73,827.0 $4,175.4 $97,369.8 4.29%
Schedule J $359,532.4 $348,058.6 $11,473.8 $277,547.3 4.13%
Schedule H $7,103.8 $7,021.2 $82.6 $7,059.7 1.17%
Schedule PS $135,207.0 $133,077.0 $2,130.0 $92,978.2 2.29%
Schedule PP $319,402.0 $315,944.6 $3,457.4 $201,457.1 1.72%
Schedule PT $26,062.2 $25,747.0 $315.2 $12,686.3 2.49%
Schedule F $6,774.9 $6,993.0 ($218.1) $7,398.8 -2.95%
TOTAL $1,350,277.0 $1,326,219.0 $24,058.0 $1,216,188.5 1.98%
Pricing/PCY

HECO_T-20_2007_DIRECT_EXHIBITS.XLS

HECO0-2002 PG1

Print Date: 12/22/2006
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HAWAIIAN ELECTRIC COMPANY, INC.
DOCKET NO. 2006-0386, TEST-YEAR 2007

SUMMARY OF CLASS RATES OF RETURN ON RATE BASE AT CURRENT EFFECTIVE RATES

'

Total Operating ' Total Operating  Total Operating Return on
Rate Class Revenues Expenses Income Rate base Rate Base
($000s) ($000s) ($000s) ($000s) (%)
Schedule R $435,474.8 $423,232.8 $12,242.0 $519,497.0 2.36%
Schedule G $81,037.9 $75,175.3 $5,862.6 $97,336.9 6.02%
Schedule J $372,903.2 $353,990.7 $18,912.5 $277,377.6 6.82%
Schedule H $7,380.7 $7,1441 $236.6 $7,056.3 3.35%
Schedule PS $140,896.1 $135,601.3 $5,294.8 -$92,911.6 5.70%
Schedule PP $331,321.7 $321,230.4 $10,091.3 $201,296.7 5.01%
Schedule PT $26,062.2 $25,747.0 $315.2 $12,673.1 2.49%
Schedule F $7,149.5 $7,159.2 ($9.7) $7,395.3 -0.13%
TOTAL $1,402,226.1 $1,349,280.8 $52,945.3 $1,215,544.5 4.36%
Pricing/PCY

HECO_T-20_2007_DIRECT_EXHIBITS.XLS

HECO-2002 PG2

Print Date: 12/22/2006



HAWAIIAN ELECTRIC COMPANY, INC.

DOCKET NO. 2006-0386, TEST-YEAR 2007

HECO0-2002
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SUMMARY OF CLASS RATES OF RETURN ON RATE BASE AT PROPOSED RATES

Total Operating  Total Operating  Total Operating Return on
Rate Class Revenues Expenses Income Rate base Rate Base
($000s) ($000s) ($000s) ($000s) (%)
Schedule R $466,717.1 $437,109.0 $29,608.1 $519,107.0 5.70%
Schedule G $86,815.5 $77,740.2 $9,075.3 $97,265.3 9.33%
Schedule J $399,235.4 $365,669.2 $33,566.2 $277,053.1 12.12%
Schedule H $7,904.7 $7,376.8 $527.9 $7,050.0 7.49%
Schedule PS $150,842.2 $140,013.1 $10,829.1 $92,788.5 11.67%
Schedule PP $354,711.6 $331,598.7 $23,112.9 $201,009.5 11.50%
Schedule PT $27,902.4 $26,562.6 $1,339.8 $12,650.5 10.59%
Schedule F $7,653.9 $7,382.8 $271.1 $7,388.7 3.67%
TOTAL $1,501,782.8 $1,393,452.4 $108,330.4 $1,214,312.6 8.92%
Pricing/PCY

HECO_T-20_2007_DIRECT_EXHIBITS.XLS

HECO-2002 PG3

Print Date: 12/22/2006
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HAWAIIAN ELECTRIC COMPANY, INC.
DOCKET NO. 2006-0386, TEST-YEAR 2007

PROPOSED ALLOCATION OF RATE INCREASE BY RATE CLASS FROM PRESENT RATES

Sales Revenues at Sales Revenues at

Rate Class Present Rates ' Proposed Rates : PROPOSED INCREASE
($000s) ($000s) . ($000s) % Increase % of Total

Schedule R $415,723.4 $463,564.9 $47,841.5 11.51% 31.75%
Schedule G $77,691.4 $86,424.7 $8,733.3 11.24% 5.80%
Schedule J $358,924.9 $398,587.8 $39,662.9 11.05% 26.32%
Schedule H $7,077.7 $7,873.7 $796.0 11.25% 0.53% -
Schedule PS $135,059.5 $150,691.1 $15,631.6 11.57% 10.37% ,
Schedule PP $319,103.4 $354,407.5 $35,304.1 - 11.06% 23.43%
Schedule PT $26,047.3 $27,887.5 $1,840.2 7.06% 1.<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>